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ITEM 2.02 RESULTS OF OPERATIONS AND FINANCIAL CONDITION.

On July 22, 2011, Carrols Restaurant Group, Inc. (“Carrols Restaurant Group”), the parent company of Carrols Corporation (“Carrols”), issued a press
release announcing preliminary financial results for its second fiscal quarter ended July 3, 2011. The entire text of the press release is attached as Exhibit 99.1 and
is incorporated by reference herein.
 
ITEM 7.01. REGULATION FD DISCLOSURE.

In upcoming presentations, Carrols Restaurant Group and Carrols will be providing certain information with respect to the spin-off of Fiesta Restaurant
Group Inc. (“Fiesta Restaurant Group”), a wholly-owned subsidiary of Carrols and certain financial and other information with respect to Carrols Restaurant
Group, Carrols and Fiesta Restaurant Group.

Proposed Spin-Off

Carrols Restaurant Group previously announced its intention to split its business into two separate publicly traded companies through the tax-free spin-off
of Fiesta Restaurant Group to its stockholders. In the spin-off, all of the shares of common stock of Fiesta Restaurant Group, which are currently held by Carrols,
will be distributed in the form of a pro rata dividend to the stockholders of Carrols Restaurant Group. The precise number of shares of the common stock of Fiesta
Restaurant Group to be outstanding after the spin-off and the number of shares of the common stock of Fiesta Restaurant Group to be distributed for each
outstanding share of Carrols Restaurant Group common stock held by the Carrols Restaurant Group stockholders has not yet been determined. It is anticipated
that Fiesta Restaurant Group will register the shares of its common stock to be distributed in the spin-off under the Securities Exchange Act of 1934, as amended,
and it is anticipated that its common stock will be listed for trading on The NASDAQ Global Market. Upon the completion of the spin-off, Fiesta Restaurant
Group will be an independent public company operating separately from Carrols Restaurant Group and Fiesta Restaurant Group will continue to own and operate
the Pollo Tropical and Taco Cabana restaurant businesses. Carrols Restaurant Group will also operate as a public company independent of Fiesta Restaurant
Group and continue to own and operate approximately 300 franchised Burger King restaurants through its subsidiaries Carrols and Carrols LLC. Carrols
Restaurant Group believes the contemplated spin-off may result in a number of benefits for each respective business, including, without limitation, permitting
each company to focus on its own independent business plan and growth strategies. There can be no assurance that the spin-off will be consummated.

Fiesta Restaurant Group anticipates that simultaneous with or immediately prior to the completion of the spin-off, Carrols Restaurant Group, Carrols and
Fiesta Restaurant Group will enter into a Separation and Distribution Agreement and various ancillary agreements in connection with the spin-off, including,
without limitation, a transition services agreement, a tax matters agreement and an employee matters agreement.

It is anticipated that the terms and conditions of the spin-off will be set forth in a Separation and Distribution Agreement to be entered into by Carrols
Restaurant Group, Carrols and Fiesta Restaurant Group, which is referred to as the “separation agreement.” The separation agreement will provide a framework
for the relationship between Carrols Restaurant Group, Carrols and Fiesta Restaurant Group following the spin-off, will require cooperation between the parties to
fulfill the terms of the spin-off and will specify the terms and conditions of the spin-off. Carrols Restaurant Group anticipates that the separation agreement will
provide for the transfer by Carrols to Fiesta Restaurant Group, at the time of the spin-off, of certain assets
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currently owned by Carrols, including certain information system assets and other corporate assets relating to the provision of corporate level support services. In
addition, Carrols Restaurant Group anticipates that the separation agreement will provide for the transfer of certain corporate and administrative personnel
(including certain executive management, accounting, information systems, legal, human resources and risk management personnel) from Carrols to Fiesta
Restaurant Group. Carrols Restaurant Group also anticipates that Fiesta Restaurant Group will rent from Carrols a portion of Carrols’ executive offices in
Syracuse, New York for a certain period of time following the completion of the spin-off for the personnel and assets transferred to Fiesta Restaurant Group from
Carrols in the spin-off. It is also expected that the separation agreement will provide that, except as otherwise provided in such agreement, Fiesta Restaurant
Group will assume all of the liabilities (including contingent liabilities) and perform all of the obligations arising under or relating to the operation of the Pollo
Tropical and Taco Cabana businesses or the assets that are transferred to Fiesta Restaurant Group in connection with the spin-off whether incurred before or after
the spin-off. The separation agreement will also contain certain mutual releases of liability and cross indemnification provisions customary for this type of
transaction.

It is anticipated that the separation agreement will provide that if any asset intended to be transferred to Fiesta Restaurant Group under such agreement
cannot be transferred for any reason prior to the separation, for example because of any required third party consent or approval, the party retaining the asset will
hold it for the benefit of the other party insofar as possible, and the parties will take action insofar as reasonably possible so that the benefit and burdens relating
to the asset will inure to the appropriate party, until such time as the asset can be transferred.

The parties will agree to execute all necessary documentation to evidence the transfer of assets and the assumption of liabilities in accordance with the
spin-off and the leasing of space by Fiesta Restaurant Group at Carrols’ executive offices.

Carrols currently is a guarantor under 66 of Fiesta Restaurant Group’s Pollo Tropical and Taco Cabana restaurant property leases and the primary lessee on
five of Fiesta Restaurant Group’s Pollo Tropical restaurant property leases. After completion of the spin-off, it is anticipated that Carrols will remain as a
guarantor under 37 of such Pollo Tropical and Taco Cabana restaurant property leases and the primary lessee on five of Fiesta Restaurant Group’s Pollo Tropical
restaurant property leases. It is anticipated that the separation agreement will provide that the parties will cooperate and use their commercially reasonable efforts
to obtain the release of such guarantees. Unless and until any such guarantees are released, Fiesta Restaurant Group will agree to indemnify Carrols for any losses
or liabilities or expenses that it may incur arising from or in connection with any such lease guarantees.

Neither Fiesta Restaurant Group, nor Carrols Restaurant Group or Carrols will make any representation or warranty in the separation agreement as to the
assets or liabilities transferred or assumed, the value of any assets transferred, the absence of any lien or other security interest on any assets transferred, the
absence of any defenses relating to any claim of either party or the legal sufficiency of any conveyance documents or as to any third party consents or approvals
which may be required in connection with the transfers. Except as expressly set forth in the separation agreement or in any ancillary agreement, all assets will be
transferred on an “as is,” “where is” basis. The absence of representations and warranties and the “as is, where is” nature of the spin-off is customary for
transactions of this nature.

Fiesta Restaurant Group, on the one hand, and Carrols Restaurant Group and Carrols, on the other hand, will provide each other with information
(including, without limitation, corporate books and records) reasonably needed to comply with reporting, disclosure or filing requirements of governmental
authorities; for use in judicial, regulatory, administrative and other
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proceedings or to satisfy audit, accounting, claims, regulatory litigation or similar requirements (other than claims or allegations that one party has against the
other); to comply with obligations under the separation agreement and ancillary agreements; for the preparation of required financial statements or completing an
audit; for use in compensation, benefit or welfare plan administration or other bona fide business purposes; or to conduct ongoing business. Fiesta Restaurant
Group, and Carrols Restaurant Group and Carrols, will also provide further assurance to the other of execution and delivery of such other documentation as
necessary or desirable to effect the purposes of the separation agreement.

Fiesta Restaurant Group, on the one hand, and Carrols Restaurant Group and Carrols, on the other hand, will agree to release each other and each other’s
respective current and former directors, officers, managers, agents, security holders, advisors, accountants, attorneys and other representatives from all liabilities
existing or arising from any acts or events occurring or failing to occur on or before the effective date of the spin-off. These releases will be subject to certain
exceptions, including claims arising under the separation agreement and the ancillary agreements; any specified liabilities; any liability assumed by a party
pursuant to the separation agreement; and liability for claims of third parties for which indemnification or contribution is available under the separation
agreement.

Each of Carrols Restaurant Group and Carrols, on the one hand and Fiesta Restaurant Group, on the other hand, will agree to indemnify the other party and
the other party’s respective current and former directors, officers, and employees against liabilities arising out of or resulting from the failure of the indemnifying
party to perform or discharge liabilities for which it is responsible under the separation agreement; the business of such party; any liability contemplated to be
assumed or retained by such party; any environmental liabilities for which such party is liable under the separation agreement; any breach or failure to perform by
such party of its obligations under the separation agreement or ancillary agreements; or any material misstatement or omission of such party in any Securities and
Exchange Commission filed registration statements, information statements or other filings (for instance, with The NASDAQ Global Market or filings under state
securities or “blue-sky” laws). The amount of each party’s indemnification obligations will be subject to reduction by any insurance proceeds received by the
party being indemnified. The separation agreement will also specify procedures with respect to claims subject to indemnification and related matters.

The separation agreement will include provisions, as is customary for similar spin-off transactions, relating to (i) continuing coverage after the spin-off for
any of Fiesta Restaurant Group’s officers and directors under the directors and officers liability plans of Carrols Restaurant Group and (ii) continuing
indemnification provided for Fiesta Restaurant Group’s officers, directors and employees under Carrols Restaurant Group’s amended and restated certificate of
incorporation and amended and restated by-laws to the same extent as such persons were previously indemnified prior to the spin-off.

The separation agreement and any of the ancillary agreements may be terminated or the terms of the separation and distribution may be amended, modified
or abandoned, in each case, at any time prior to the effective time by and in the sole and absolute discretion of Carrols Restaurant Group, without Fiesta
Restaurant Group’s approval. In the event of such termination, neither party will have any liability of any kind to the other party.

It is anticipated that the tax matters agreement will (1) govern the allocation of the tax assets and liabilities between Fiesta Restaurant Group and Carrols
Restaurant Group and Carrols, (2) provide for certain restrictions and indemnities in connection with the tax treatment of the spin-off and (3) address certain other
tax related matters, including, without limitation, those relating to (a) the obligations of Carrols Restaurant Group and Carrols and Fiesta Restaurant Group with
respect to the preparation or filing of tax returns for all periods, and (b) the control of
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any income tax audits and any indemnities with respect thereto. Carrols Restaurant Group anticipates that the tax matters agreement will provide that if Fiesta
Restaurant Group takes any actions after Carrols Restaurant Group’s distribution of Fiesta Restaurant Group shares in the spin-off that result in or cause the
distribution to be taxable to Carrols Restaurant Group, Fiesta Restaurant Group would be responsible under the tax matters agreement for any resulting taxes
imposed on it or on Carrols Restaurant Group or Carrols.

Carrols Restaurant Group expects that the employee matters agreement will provide for the transition of employee benefits arrangements and will allocate
responsibility for certain employee benefits matters on and after the spinoff, including, without limitation, the treatment of existing Carrols Restaurant Group
welfare benefit plans, savings and retirement plans, equity-based plan and deferred compensation plan, and Fiesta Restaurant Group’s establishment of new plans.

Carrols Restaurant Group anticipates that the employee matters agreement will generally provide for the following:

On or prior to the effective date of the spin-off, to the extent not previously transferred, all officers and employees of Carrols Restaurant Group or Carrols
that are expected to be employed primarily in Fiesta Restaurant Group’s business will be transferred to Fiesta Restaurant Group. Except as provided in the
employee matters agreement, Carrols will retain as of the effective date of the spin-off all liabilities under the Carrols benefit plans. Following the effective date
of the spin-off, Fiesta Restaurant Group will reimburse Carrols (to the extent allowable if Fiesta Restaurant Group does not establish its own comparable plan at
the time of the spin-off) for the cost of any liabilities satisfied or assumed by Carrols that are its responsibility, and Carrols will (to the extent allowable if Fiesta
Restaurant Group does not establish its own comparable plan at the time of the spin-off) reimburse Fiesta Restaurant Group for the cost of any liabilities that it
satisfies or assumes and that are the responsibility of Carrols.

Although this has not yet been determined, Carrols Restaurant Group expects that its employees who participated in an existing benefit plan of Carrols
Restaurant Group or Carrols may either continue participation in that plan after the separation or transfer participation to a comparable plan that it may establish
as contemplated by the employee matters agreement.

Carrols Restaurant Group expects that Fiesta Restaurant Group will provide employees of Carrols who become Fiesta Restaurant Group’s employees with
credit for all purposes, including eligibility, vesting, determination of benefit levels and benefit accruals, under any of its own benefit programs, policies and plans
that it may establish to the same extent as was recognized by Carrols. Carrols Restaurant Group expects that Fiesta Restaurant Group will also credit these
employees with the amount of accrued but unused vacation time and other time-off benefits.

The treatment of outstanding equity awards under Carrols Restaurant Group’s 2006 Stock Incentive Plan, as amended, has not yet been determined.

The employee matters agreement will also address certain other matters, such as responsibility for COBRA coverage, compensation-related tax deductions
and customary indemnification.

Carrols Restaurant Group anticipates that under the transition services agreement to be entered into by Fiesta Restaurant Group, Carrols Restaurant Group
and Carrols, Fiesta Restaurant Group will agree to provide certain support services (including accounting, tax accounting, internal audit, financial reporting and
analysis, human resources, and employee benefits management, information systems, restaurant systems support, legal, lease and franchise administration and
risk management services) to Carrols Restaurant Group and its subsidiaries
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for a period of time to leverage Fiesta Restaurant Group’s infrastructure and to help ensure an orderly transition following the spin-off by providing Carrols with
sufficient time to develop its own infrastructure.

Carrols Restaurant Group anticipates that the transition services agreement will establish a baseline fixed charge for each category or component of
services to be provided and/or will pro-rate the overall cost of such category or categories of services between Fiesta Restaurant Group and Carrols Restaurant
Group and its subsidiaries. Carrols Restaurant Group anticipates that the price Fiesta Restaurant Group will charge for each service will exceed the cost to Fiesta
Restaurant Group of providing such service by a modest percentage. The agreement will also provide for adjustments to the charge for such services based upon
such factors as increases in the number of restaurants, addition and/or subtraction of services and incremental charges for special projects or significant
transactions. The charge for the services will also be subject to adjustment based upon increases in the consumer price index.

The transition services agreement will be effective upon the spin-off and Carrols Restaurant Group anticipates it will continue for a minimum term of two
years, with automatic one-year renewals with respect to each particular service unless terminated (with respect to any such service) by it, Carrols Restaurant
Group or Carrols upon advance written notice prior to the end of the applicable term.

Under the transition services agreement, Fiesta Restaurant Group will agree to perform the services in a professional manner, with the same degree of care
as it exercises in performing its own functions of a like nature, utilizing individuals of suitable experience, training and skill, and in a timely manner in
accordance with the terms of the transition services agreement.

The transition services agreement will provide that Fiesta Restaurant Group will maintain, to the extent necessary, supporting records in reasonable and
customary detail pertaining to the provision of, and charges for, services. Carrols Restaurant Group and Carrols will have the right to review such records.

Carrols Restaurant Group anticipates that under the transition services agreement, each party will agree to reasonably cooperate with the other in carrying
out the provisions of the transition services agreement, including, but not limited to, exchanging information, providing electronic systems used in connection
with the services, making adjustments and obtaining all consents, licenses, sublicenses or approvals necessary to permit each party to perform its obligations
under the transition services agreement. In contemplation of termination of any services, Fiesta Restaurant Group will agree to cooperate with Carrols Restaurant
Group and Carrols in transitioning such services.

The transition services agreement will also provide that, subject to customary exception, each party will agree to exercise reasonable precautions to prevent
disclosure of confidential information to others; use such information only as provided in the transition services agreement; and disclose such information only to
its employees with a need to know such information. In addition, each party’s data, software or other property or assets owned by such party will remain the sole
and exclusive property and responsibility of such party.

The transition services agreement will include certain other provisions customary to agreements of this type, including indemnification.

Unless and until the consummation of the spin-off, the corporate infrastructure, including Carrols’ executive management team, will remain at Carrols, and
Carrols will continue to provide Fiesta Restaurant Group’s corporate level general and administrative functions consistent with historical practices. Prior to the
consummation of the spin-off and the previously
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announced proposed refinancing, Fiesta Restaurant Group will enter into a management services agreement with Carrols, pursuant to which Carrols will provide
certain corporate services to Fiesta Restaurant Group, including executive management services, accounting services, information systems support, treasury
functions, legal functions, employee compensation and benefits management, risk management, lease administration and investor relations. Under the
management services agreement, Fiesta Restaurant Group will pay fees and expenses related thereto to Carrols as determined by Carrols, in its sole discretion,
consistent with past practices.

Carrols Restaurant Group will enter into a voting agreement with each of the entities comprising the Jefferies Capital Partners IV LP (“JCP IV”), Jefferies
Employee Partners IV LLC (“JEP”) and JCP Partners IV LLC (“JCP” and, collectively with JCP IV and JEP, the “JCP Group”). Pursuant to the voting
agreement, the JCP Group (and its affiliates) will agree, commencing upon the consummation of the spin-off, with respect to an aggregate of 50% of the shares of
Carrols Restaurant Group common stock currently held by the JCP Group (the “Subject Shares”), to vote the Subject Shares in the same proportion and in the
same manner as all of the other outstanding shares of Carrols Restaurant Group common stock are voted with respect to all matters voted upon by the
stockholders of Carrols Restaurant Group, except for any proposed merger, consolidation, reorganization, dissolution or similar transaction, or a proposed sale or
disposition of all or substantially all of the assets or business of Carrols Restaurant Group (in which cases the Subject Shares will be voted by the JCP Group and
its affiliates in their sole and absolute discretion). The voting agreement will provide that the Subject Shares will also include (i) any additional shares of Carrols
Restaurant Group common stock issuable in the future as a dividend or distribution on the shares subject to the voting agreement, and (ii) any additional shares of
Carrols Restaurant Group common stock purchased or otherwise acquired by the JCP Group (and its affiliates). Under the voting agreement, the JCP Group will
grant an irrevocable proxy to the President of Carrols Restaurant Group to vote the Subject Shares in a manner consistent with the voting agreement. The voting
agreement will automatically terminate upon the earlier to occur of (a) a sale, transfer or other disposition by the JCP Group (or its affiliates) of all of the Subject
Shares, (b) if the percentage ownership of Carrols Restaurant Group common stock by the JCP Group (and its affiliates) falls below 15% of the outstanding
Carrols Restaurant Group common stock, or (c) the percentage ownership of Fiesta Restaurant Group common stock (after the spinoff) by the JCP Group (and its
affiliates) falls below 15% of the outstanding Fiesta Restaurant Group common stock.

This description of the spin-off and the agreements to be entered into in connection with the spin-off is general in nature and not complete. The separation
plan and many of the detailed terms and provisions of the spin-off are currently being developed by Carrols Restaurant Group. Until the consummation of the
spin-off, the board of directors of Carrols Restaurant Group retains the sole and absolute discretion to abandon the spin-off or to determine or modify its terms or
make any material changes to the terms of the spin-off and the agreements to be entered into in connection with the spin-off.

The spin-off and the agreements to be entered into in connection with the spin-off, including the separation plan, transaction structure and timing,
composition of senior management and the boards of directors, equity structure and other matters, will be subject to approval by Carrols Restaurant Group’s
board of directors, customary regulatory and other approvals and the receipt of a favorable tax ruling from the IRS, among other things. Carrols Restaurant Group
anticipates that the spin-off will be completed by the end of 2011, although there can be no assurance that the spin-off will be completed within such time period
or at all. If Carrols Restaurant Group does not consummate the spin-off, Fiesta Restaurant Group will continue to own and operate its Pollo Tropical and Taco
Cabana restaurants as an indirect wholly-owned subsidiary of Carrols Restaurant Group.
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Management of Fiesta Restaurant Group

Currently, Carrols Restaurant Group, Carrols and Fiesta Restaurant Group have the same directors and executive officers.

On July 21, 2011 Carrols Restaurant Group announced the hiring of Tim Taft as the new Chief Executive Officer and President of Fiesta Restaurant Group,
effective August 15, 2011. Mr. Taft will succeed Alan Vituli as Chief Executive Officer of Fiesta Restaurant Group, with Mr. Vituli remaining as Chairman of the
Board of Fiesta Restaurant Group.

Mr. Taft was the Chief Executive Officer of Souper Salad, Inc., a Texas based soup and salad bar restaurant chain between 2008 and 2010. From 2005 to
2007, Mr. Taft was the Chief Executive Officer and President of Pizza Inn, Inc., a Texas based pizza restaurant chain. From 1994 to 2005, Mr. Taft held various
officer and executive officer positions, including from 2001 to 2005 as President and Chief Operating Officer, of Whataburger, Inc., a Texas based hamburger
restaurant chain with more than 700 locations in ten states.

Mr. Vituli will remain as Chairman of the Board and Chief Executive Officer and Daniel T. Accordino will remain as President and Chief Operating Officer
of Carrols Restaurant Group and Carrols and, at the time of the consummation of the spin-off, Carrols Restaurant Group expects that Mr. Accordino will be
appointed as the Chief Executive Officer of, and will continue to be a member of the Board of Directors of, Carrols Restaurant Group and Carrols.

Other Financial Information Concerning Fiesta Restaurant Group

The audited consolidated financial statements for each of the fiscal years ended December 28, 2008, January 3, 2010 and January 2, 2011 and the unaudited
consolidated financial statements for the three months ended April 4, 2010 and April 3, 2011 of Fiesta Restaurant Group are attached as Exhibit 99.2 and are
incorporated by reference herein.
 
ITEM 9.01. FINANCIAL STATEMENTS AND EXHIBITS.
 

(d) Exhibits
 
99.1   Carrols Restaurant Group, Inc. and Carrols Corporation Press Release, dated July 22, 2011.

99.2
  

Audited consolidated financial statements for each of the fiscal years ended December 28, 2008, January 3, 2010 and January 2, 2011 and the unaudited
consolidated financial statements for the three months ended April 4, 2010 and April 3, 2011 of Fiesta Restaurant Group, Inc.
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.
 
CARROLS RESTAURANT GROUP, INC.

Date: July 22, 2011
By:  /s/ Joseph A. Zirkman
Name: Joseph A. Zirkman
Title: Vice President, General Counsel and Secretary

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

CARROLS CORPORATION
 
Date: July 22, 2011
By:  /s/ Joseph A. Zirkman
Name: Joseph A. Zirkman
Title: Vice President, General Counsel and Secretary
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Exhibit 99.1

FOR IMMEDIATE RELEASE
Investor Relations:
800-348-1074, ext. 3333 

Carrols Restaurant Group, Inc. Reports
Revenues for the Second Quarter of 2011

Company to Hold Next Conference Call on August 8

Syracuse, New York — (Businesswire) – July 22, 2011 — Carrols Restaurant Group, Inc. (Nasdaq: TAST), the parent company of Carrols Corporation, today
reported revenues for the second quarter ended July 3, 2011. The Company also reported revenues for Fiesta Restaurant Group, Inc., an indirect wholly-owned
subsidiary of Carrols Restaurant Group that operates the Pollo Tropical and Taco Cabana restaurant businesses. Carrols Restaurant Group previously announced
that it plans to spin-off Fiesta Restaurant Group as a separate public company by the end of this year. Carrols Restaurant Group also set Monday, August 8, 2011
as the date for its next earnings release and conference call.

Total revenues for Carrols Restaurant Group in the second quarter of 2011 were approximately $209.8 million and increased 2.6% from the second quarter of
2010. Restaurant sales for the Company’s Burger King restaurants decreased 5.2% to $88.6 million in the second quarter of 2011 with comparable restaurant sales
decreasing 3.6%. Total revenues for Fiesta Restaurant Group were $121.2 million and increased 9.2% from the second quarter of 2010. Pollo Tropical revenues
increased 12.5% to $52.6 million including an increase in comparable restaurant sales of 10.7%. Taco Cabana revenues increased 6.9% to $68.6 million including
an increase in comparable restaurant sales of 4.5%.

During the second quarter of 2011, the Company opened two Taco Cabana restaurants and closed one Taco Cabana restaurant. It also acquired one Burger King
restaurant and closed two Burger King restaurants.

The Company will release second quarter 2011 financial results on Monday, August 8, 2011 after the stock market closes. A conference call will follow at 4:30
PM ET and will be webcast live from the Company’s website at www.carrols.com under the investor relations section.

The conference call can be accessed live over the phone by dialing 877-941-8416 or for international callers by dialing 480-629-9808. A replay will be available
one hour after the call and can be accessed by dialing 800-406-7325 or for international callers by dialing 303-590-3030; the passcode is 4459726. The replay will
be available until Monday, August 15, 2011.

Because of the recent conclusion of the second quarter ended July 3, 2011, revenue data presented above are preliminary in nature and based on information
available to us as of the date



of the release. Investors should exercise caution in relying on this information and should not draw any inferences from this information regarding financial or
operating data not provided.

About the Company

Carrols Restaurant Group, Inc., operating through its subsidiaries, including Carrols Corporation and Fiesta Restaurant Group, is one of the largest restaurant
companies in the United States. The Company operates three restaurant brands in the quick-casual and quick-service restaurant segments with 550 company-
owned and operated restaurants in 16 states as of July 3, 2011, and 35 franchised restaurants in the United States, Puerto Rico, Ecuador, Honduras, Trinidad, the
Bahamas and Venezuela. Carrols Restaurant Group, through its indirect wholly-owned subsidiary of Fiesta Restaurant Group owns and operates two Hispanic
Brand restaurant businesses, Pollo Tropical and Taco Cabana. Carrols Restaurant Group is also the largest Burger King franchisee, based on number of
restaurants, and has operated Burger King restaurants since 1976.

Forward-Looking Statements

Except for the historical information contained in this news release, the matters addressed are forward-looking statements. Forward-looking statements, written,
oral or otherwise made, represent the Company’s expectation or belief concerning future events. Without limiting the foregoing, these statements are often
identified by the words “may,” “might,” “believes,” “thinks,” “anticipates,” “plans,” “expects”, “intends” or similar expressions. In addition, expressions of our
strategies, intentions or plans, (including, without limitation, the Company's consideration of a potential spin-off transaction) are also forward-looking statements.
Such statements reflect management’s current views with respect to future events and are subject to risks and uncertainties, both known and unknown. You are
cautioned not to place undue reliance on these forward-looking statements as there are important factors that could cause actual results to differ materially from
those in forward-looking statements, many of which are beyond our control. Investors are referred to the full discussion of risks and uncertainties as included in
the Company’s and Carrols Corporation’s filings with the Securities and Exchange Commission.
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
Carrols Restaurant Group, Inc. and subsidiary
Syracuse, New York

We have audited the accompanying consolidated balance sheets of the Fiesta Restaurant Group, Inc. (formerly known as Pollo Operations, Inc., Pollo
Franchise, Inc. and Taco Cabana, Inc., and subsidiaries) (the “Company”), a wholly owned subsidiary of Carrols Corporation (“Carrols”), as of January 2, 2011
and January 3, 2010, and the related consolidated statements of operations, changes in stockholder’s equity, and cash flows for each of the three years in the
period ended January 2, 2011. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards as established by the Auditing Standards Board (United States) and in
accordance with the auditing standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. The Company is not required to have, nor were we
engaged to perform, an audit of its internal control over financial reporting. Our audits included consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the Company as of January 2, 2011
and January 3, 2010, and the results of its operations and its cash flows for each of the three years in the period ended January 2, 2011, in conformity with
accounting principles generally accepted in the United States of America.

As discussed in Note 1 to the financial statements, the accompanying financial statements have been prepared from the separate records maintained by the
Company and may not necessarily be indicative of the conditions that would have existed or the results of operations if the Company had been operated as an
unaffiliated company. Portions of certain expenses represent allocations made from Carrols applicable to the Company as a whole.

As discussed in Note 14 to the financial statements, Fiesta Restaurant Group, Inc. was incorporated in April 2011. In May 2011, Carrols contributed all of
the outstanding capital stock of Pollo Operations, Inc., Pollo Franchise, Inc., and Taco Cabana Inc., to Fiesta Restaurant Group, Inc. in exchange for all of the
outstanding capital stock of Fiesta Restaurant Group, Inc. and Fiesta Restaurant Group, Inc. became a wholly-owned subsidiary of Carrols.
 

/s/    Deloitte & Touche LLP

Rochester, New York
March 31, 2011 (May 4, 2011 as to Note 14)
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FIESTA RESTAURANT GROUP, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands except share and per share amounts)

 
   December 31,    March  31,

2011     2009    2010    
ASSETS        (unaudited)  

Current assets:       
Cash and cash equivalents   $ 3,854    $ 2,583    $ 2,601  
Trade receivables    4,382     3,481     4,158  
Inventories    2,165     2,067     2,292  
Prepaid rent    2,258     2,320     2,331  
Prepaid expenses and other current assets    2,123     2,292     2,438  
Deferred income taxes (Note 10)    1,947     2,300     2,300  

    
 

    
 

    
 

Total current assets    16,729     15,043     16,120  
Property and equipment, net (Note 2)    204,889     202,412     201,291  
Goodwill (Note 3)    123,484     123,484     123,484  
Intangible assets, net    543     419     389  
Deferred income taxes (Note 10)    8,484     11,091     11,384  
Other assets    5,996     5,437     5,408  

    
 

    
 

    
 

Total assets   $360,125    $357,886    $ 358,076  
    

 
    

 
    

 

LIABILITIES AND STOCKHOLDER’S EQUITY       
Current liabilities:       

Current portion of capital leases (Note 6)   $ 45    $ 56    $ 56  
Accounts payable    5,778     5,892     6,885  
Accrued payroll, related taxes and benefits    10,160     10,436     9,069  
Accrued real estate taxes    3,221     3,172     1,929  
Other liabilities    4,269     3,940     4,467  

    
 

    
 

    
 

Total current liabilities    23,473     23,496     22,406  
Long-term capital leases, net of current portion (Note 6)    975     1,008     994  
Due to Parent Company (Note 7)    155,793     138,756     136,272  
Lease financing obligations (Note 8)    116,651     122,975     122,985  
Deferred income — sale-leaseback of real estate (Note 6)    4,046     3,890     4,011  
Other liabilities (Note 5)    8,319     9,850     9,883  

    
 

    
 

    
 

Total liabilities    309,257     299,975     296,551  

Commitments and contingencies (Notes 6 and 12)       

Stockholder’s equity:       
Common stock, par value $.01; authorized, issued and outstanding 1,000 shares    —     —     —  
Retained earnings    50,868     57,911     61,525  

    
 

    
 

    
 

Total stockholder’s equity    50,868     57,911     61,525  
    

 
    

 
    

 

Total liabilities and stockholder’s equity   $360,125    $357,886    $ 358,076  
    

 
    

 
    

 

The accompanying notes are an integral part of these consolidated financial statements.
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FIESTA RESTAURANT GROUP, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands)

 

  Year ended December 31,   

Three months
ended March 31,  

  2008   2009   2010   2010    2011  

           (unaudited)  
Revenues:       

Restaurant sales  $ 423,344   $ 430,514   $ 437,538   $ 107,048    $ 115,251  
Franchise royalty revenues and fees   1,434    1,606    1,533    477     365  

   
 

   
 

   
 

   
 

    
 

Total revenues   424,778    432,120    439,071    107,525     115,616  
   

 
   

 
   

 
   

 
    

 

Costs and expenses:       
Cost of sales   134,241    132,070    135,236    33,248     36,344  
Restaurant wages and related expenses (including stock-based compensation expense

of $93, $88, $28, $8 and $33 respectively)   116,070    120,105    122,519    30,947     31,662  
Restaurant rent expense (Note 6)   16,968    17,437    16,620    4,187     4,062  
Other restaurant operating expenses   63,268    60,384    60,041    14,645     14,743  
Advertising expense   13,860    14,959    15,396    3,267     4,119  
General and administrative (including stock-based compensation expense of $970,

$669, $974, $227 and $383, respectively)   33,016    32,148    32,865    8,088     8,890  
Depreciation and amortization   18,233    19,676    19,075    4,774     4,797  
Impairment and other lease charges

(Note 4)   5,371    2,284    6,614    248     264  
Other income (Note 9)   (580)   (799)   —    —     —  

   
 

   
 

   
 

   
 

    
 

Total operating expenses   400,447    398,264    408,366    99,404     104,881  
   

 
   

 
   

 
   

 
    

 

Income from operations   24,331    33,856    30,705    8,121     10,735  
Interest expense   21,898    20,447    19,898    4,967     4,845  

   
 

   
 

   
 

   
 

    
 

Income before income taxes   2,433    13,409    10,807    3,154     5,890  
Provision for income taxes (Note 10)   1,103    5,045    3,764    1,183     2,276  

   
 

   
 

   
 

   
 

    
 

Net income  $ 1,330   $ 8,364   $ 7,043   $ 1,971    $ 3,614  
   

 
   

 
   

 
   

 
    

 

The accompanying notes are an integral part of these consolidated financial statements.
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FIESTA RESTAURANT GROUP, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDER’S EQUITY
(In thousands except share and per share amounts)

 

   

Common
Stock    

Retained
Earnings   

Total
Stockholder’s

Equity  
Balance at January 1, 2008   $     —    $ 41,174    $ 41,174  

Comprehensive income:       
Net income    —     1,330     1,330  

        
 

Total comprehensive income        1,330  
    

 
    

 
    

 

Balance at December 31, 2008    —     42,504     42,504  
Comprehensive income:       

Net income    —     8,364     8,364  
        

 

Total comprehensive income        8,364  
    

 
    

 
    

 

Balance at December 31, 2009    —     50,868     50,868  
Comprehensive income:       

Net income    —     7,043     7,043  
        

 

Total comprehensive income        7,043  
    

 
    

 
    

 

Balance at December 31, 2010    —     57,911     57,911  
Net income for the three months ended March 31, 2011 (unaudited)    —     3,614     3,614  

        
 

Total comprehensive income        3,614  
    

 
    

 
    

 

Balance at March 31, 2011 (unaudited)   $ —    $ 61,525    $ 61,525  
    

 
    

 
    

 

The accompanying notes are an integral part of these consolidated financial statements.
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FIESTA RESTAURANT GROUP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

 

  Year ended December 31,   

Three months
ended

March 31,  

  2008   2009   2010   2010   2011  
Cash flows provided from operating activities:      (unaudited)   

Net income  $ 1,330   $ 8,364   $ 7,043   $ 1,971   $ 3,614  
Adjustments to reconcile net income to net cash provided from operating activities:      

Loss (gain) on disposals of property and equipment   350    (107)   327    54    73  
Stock-based compensation   1,063    757    1,002    235    416  
Impairment and other lease charges   5,371    2,284    6,614    248    264  
Depreciation and amortization   18,233    19,676    19,075    4,774    4,797  
Amortization of deferred financing costs   208    346    234    54    61  
Amortization of deferred gains from sale-leaseback transactions   (323)   (104)   (259)   (62)   (64) 
Accretion of interest on lease financing obligations   229    374    409    102    10  
Deferred income taxes   406    (561)   (2,950)   (315)   (293) 
Changes in other operating assets and liabilities      
Accounts receivable   (689)   (198)   901    183    (677) 
Accounts payable   424    (3,963)   (173)   220    1,302  
Accrued payroll, related taxes and benefits   (756)   3,213    276    (1,592)   (1,367) 
Other liabilities — current   401    814    (1,638)   (1,824)   (980) 
Other liabilities — long term   966    28    1,531    638    33  
Other   (911)   2,321    137    (329)   (994) 

   
 

   
 

   
 

   
 

   
 

Net cash provided from operating activities   26,302    33,244    32,529    4,357    6,195  
   

 
   

 
   

 
   

 
   

 

Cash flows used for investing activities:      
Capital expenditures:      

New restaurant development   (31,244)   (7,789)   (11,382)   (89)   (2,543) 
Restaurant remodeling   (3,921)   (2,044)   (6,685)   (757)   (1,517) 
Other restaurant capital expenditures   (4,781)   (3,570)   (5,178)   (1,245)   (973) 
Corporate and restaurant information systems   (4,226)   (2,724)   (153)   (30)   (92) 

   
 

   
 

   
 

   
 

   
 

Total capital expenditures   (44,172)   (16,127)   (23,398)   (2,121)   (5,125) 
Properties purchased for sale-leaseback   —    (1,709)   (1,345)   —    —  
Proceeds from sale-leaseback transactions   —    —    3,363    —    1,861  
Proceeds from sales of other properties   119    570    —    —    —  

   
 

   
 

   
 

   
 

   
 

Net cash used for investing activities   (44,053)   (17,266)   (21,380)   (2,121)   (3,264) 
   

 
   

 
   

 
   

 
   

 

Cash flows provided from (used for) financing activities:      
Borrowings (payments) to Parent Company, net   11,861    (18,965)   (18,040)   (5,166)   (2,899) 
Principal payments on capital leases   (67)   (40)   (45)   (11)   (14) 
Proceeds from lease financing obligations   6,276    4,550    5,915    2,429    —  
Financing costs associated with issuance of lease financing obligations   (278)   (194)   (250)   (110)   —  

   
 

   
 

   
 

   
 

   
 

Net cash provided from (used for) financing activities   17,792    (14,649)   (12,420)   (2,858)   (2,913) 
   

 
   

 
   

 
   

 
   

 

Net increase (decrease) in cash and cash equivalents   41    1,329    (1,271)   (622)   18  
Cash and cash equivalents, beginning of period   2,484    2,525    3,854    3,854    2,583  

   
 

   
 

   
 

   
 

   
 

Cash and cash equivalents, end of period  $ 2,525   $ 3,854   $ 2,583   $ 3,232   $ 2,601  
   

 
   

 
   

 
   

 
   

 

Supplemental disclosures:      
Interest paid on lease financing obligations  $ 9,720   $ 10,549   $ 10,865   $ 2,607   $ 2,802  
Accruals for capital expenditures  $ 712   $ 144   $ 430   $ 97   $ 740  
Capital lease obligations incurred  $ 158   $ —   $ 123   $ —   $ —  

The accompanying notes are an integral part of these consolidated financial statements.
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FIESTA RESTAURANT GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands except share and per share amounts)

(Information as of March 31, 2011 and for the three months ended
March 31, 2011 and 2010 is Unaudited)

 
1. Description of Business and Summary of Significant Accounting Policies

Basis of Consolidation.    The consolidated financial statements presented herein reflect the consolidated financial position, results of operations and cash
flows of Fiesta Restaurant Group, Inc. (“Fiesta Restaurant Group”) and its wholly-owned subsidiaries Pollo Operations, Inc. and Pollo Franchise, Inc.,
(collectively “Pollo Tropical”) and Taco Cabana, Inc. and its subsidiaries, (collectively “Taco Cabana”). Fiesta Restaurant Group was incorporated in April 2011.
In May 2011, Carrols Corporation (“Carrols” or “Parent Company”) contributed all of the outstanding capital stock of Pollo Tropical and Taco Cabana to Fiesta
Restaurant Group in exchange for all of the outstanding capital stock of Fiesta Restaurant Group and Fiesta Restaurant Group became a wholly-owned subsidiary
of Carrols. Unless the context otherwise requires, Fiesta Restaurant Group and its subsidiaries, Pollo Tropical and Taco Cabana, are collectively referred to as the
“Company”. Carrols is a wholly owned subsidiary of Carrols Restaurant Group, Inc., a publicly traded company (“Carrols Restaurant Group”). The consolidated
financial statements have been prepared as if the Company was in existence for all periods presented. The consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States of America (“GAAP”).

On February 24, 2011, Carrols Restaurant Group announced its intention to pursue the splitting of its business into two separate, publicly-traded companies
through a tax-free spin-off of the Company’s common stock to Carrols Restaurant Group’s stockholders. If the spin-off is consummated, the Company will
continue to own and operate the Pollo Tropical and Taco Cabana businesses. Carrols Restaurant Group will continue to own and operate its franchised Burger
King restaurants.

The consolidated financial statements reflect certain general corporate overhead and interest expenses allocated by Carrols to the Company. Management
believes that such allocations are reasonable and based on a systematic rational method; however, they are not necessarily indicative of the actual financial results
of the Company, including such expenses that would have been incurred by the Company had it been operating as a separate, standalone entity for the periods
presented. All intercompany transactions between the Company’s subsidiaries have been eliminated. As a standalone entity, the Company expects to incur
expenses that may not be comparable in future periods to what is presented for the historical periods presented in the consolidated financial statements.
Consequently, the financial information herein may not reflect the financial position, results of operations and cash flows of the Company in the future or if the
Company had been an independent standalone entity during the periods presented. Carrols and the Company’s management believe that the consolidated financial
statements include all adjustments necessary for a fair presentation of the businesses.

Business Description.    At March 31, 2011 the Company operated 90 Pollo Tropical restaurants, of which 85 were in Florida and five were in New Jersey,
and franchised a total of 29 Pollo Tropical restaurants, 21 in Puerto Rico, two in Ecuador, one in Honduras, one in the Bahamas, one in Trinidad and three on
college campuses in Florida. At March 31, 2011, the Company also operated 156 Taco Cabana restaurants located primarily in Texas and franchised two Taco
Cabana restaurants in New Mexico, two in Texas and one in Georgia.

Use of Estimates.    The preparation of the consolidated financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the dates of the financial statements.
Estimates also affect the reported amounts of revenues and expenses during the reporting periods. Significant items subject to such estimates and assumptions
include: allocations of Carrols’ general and
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FIESTA RESTAURANT GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(In thousands except share and per share amounts)

(Information as of March 31, 2011 and for the three months ended
March 31, 2011 and 2010 is Unaudited)

 
administrative expenses and interest expense on amounts due to Carrols, accrued occupancy costs, insurance liabilities, income taxes, evaluation for impairment
of goodwill and long-lived assets and lease accounting matters. Actual results could differ from those estimates.

Fiscal Year.    The Company uses a 52-53 week fiscal year ending on the Sunday closest to December 31. All references herein to fiscal years
ended December 28, 2008, January 3, 2010 and January 2, 2011 will be referred to as fiscal years ended December 31, 2008, 2009 and 2010, respectively. The
fiscal year ended December 31, 2009 contained 53 weeks and the fiscal years ended December 31, 2008 and 2010 each contained 52 weeks. Similarly, all
references herein to the three months ended April 4, 2010 and April 3, 2011 will be referred to as the three months ended March 31, 2010 and March 31, 2011,
respectively. The three months ended March 31, 2010 and 2011 each contained thirteen weeks.

Unaudited Interim Financial Statements.    The unaudited consolidated financial statements included herein for the three months ended March 31, 2011 and
2010 have been prepared without an audit, pursuant to the rules and regulations of the Securities and Exchange Commission and do not include certain of the
information and the footnotes required by accounting principles generally accepted in the United States of America for complete financial statements. In the
opinion of management, all normal and recurring adjustments considered necessary for a fair presentation of such financial statements have been included. The
results of operations for the three months ended March 31, 2011 are not necessarily indicative of the results to be expected for the full year.

Due to Parent Company.    The Company regularly engages in transactions with Carrols to fulfill its obligations and to fund expenditures made by Carrols
on behalf of the Company. The balance due to Parent Company reflects the amounts funded by Carrols for its acquisitions of Pollo Tropical and Taco Cabana
reduced by the net cash flows remitted by the Company to Carrols since that time. Amounts due to Parent Company also include certain allocated administrative
and corporate costs incurred by Carrols, interest expense on the amount due to Parent Company and income taxes payable. Historically, funding required by the
Company to cover its cash needs has been provided directly by Carrols which has secured all third-party financing. Substantially all of the Company’s operating
entities are guarantors of such debt and are subject to certain restrictions including the ability to incur additional debt, incur liens, sell or acquire assets or
businesses, pay dividends and make certain investments.

Allocations.    The Company is dependent on Carrols for financing, management, information technology and other shared services. See Note 7 — Due to
Parent Company for a listing of such transactions and the related financial statement impact. For the years ended December 31, 2008, 2009 and 2010 and the
three months ended March 31, 2010 and 2011, these costs were allocated to the Company based primarily on a pro-rata share of either Pollo Tropical and Taco
Cabana revenues, number of restaurants or number of employees. The accompanying consolidated financial statements have been prepared from the separate
records maintained by the Company and may not necessarily be indicative of the results of operations or cash flows that would have resulted had these and other
related-party transactions been consummated with unrelated parties or had the Company been a standalone company.

Cash and Cash Equivalents.    The Company considers all highly liquid investments with an original maturity of three months or less when purchased to be
cash equivalents.

Inventories.    Inventories, primarily consisting of food and paper, are stated at the lower of cost (first-in, first-out) or market.
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FIESTA RESTAURANT GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(In thousands except share and per share amounts)

(Information as of March 31, 2011 and for the three months ended
March 31, 2011 and 2010 is Unaudited)

 
Property and Equipment.    The Company capitalizes all direct costs incurred to construct and substantially improve its restaurants. These costs are

depreciated and charged to expense based upon their property classification when placed in service. Property and equipment is recorded at cost. Repair and
maintenance activities are expensed as incurred. Depreciation and amortization is provided using the straight-line method over the following estimated useful
lives:
 

Buildings   5 to 30 years
Equipment   3 to 7 years
Computer hardware and software   3 to 7 years
Assets subject to capital lease   Shorter of useful life or lease term

Leasehold improvements are depreciated over the shorter of their estimated useful lives or the underlying lease term. In circumstances where an economic
penalty would be presumed by the non-exercise of one or more renewal options under the lease, the Company includes those renewal option periods when
determining the lease term. For significant leasehold improvements made during the latter part of the lease term, the Company amortizes those improvements
over the shorter of their useful life or an extended lease term. The extended lease term would consider the exercise of renewal options if the value of the
improvements would imply that an economic penalty would be incurred without the renewal of the option. Building costs incurred for new restaurants on leased
land are depreciated over the lease term, which is generally a 20-year period.

Goodwill.    Goodwill represents the excess purchase price and related costs over the value assigned to the net tangible and identifiable intangible assets
acquired by Carrols from its acquisitions of Pollo Tropical in 1998 and Taco Cabana in 2000. Goodwill is not amortized but is tested for impairment at least
annually as of December 31.

Long-Lived Assets.    The Company assesses the recoverability of property and equipment and intangible assets by determining whether the carrying value
of these assets can be recovered over their respective remaining lives through undiscounted future operating cash flows. Impairment is reviewed whenever events
or changes in circumstances indicate that the carrying amounts of these assets may not be fully recoverable.

Deferred Financing Costs.    Financing costs incurred in obtaining lease financing obligations (included in other assets on the accompanying consolidated
balance sheets) are capitalized and amortized over the life of the related obligation as interest expense using the effective interest method.

Leases.    All leases are reviewed for capital or operating classification at their inception. The majority of the Company’s leases are operating leases. Many
of the lease agreements contain rent holidays, rent escalation clauses and/or contingent rent provisions. Rent expense for leases that contain scheduled rent
increases is recognized on a straight-line basis over the lease term, including any option periods included in the determination of the lease term. Contingent
rentals are generally based upon a percentage of sales or a percentage of sales in excess of stipulated amounts and are not considered minimum rent payments but
are recognized as rent expense when incurred.

Lease Financing Obligations.    Lease financing obligations pertain to real estate sale-leaseback transactions accounted for under the financing method. In
accordance with ASC 840-40-25-16 “Sale-Leaseback Transactions”, the Company has recorded lease financing obligations for sale-leaseback transactions where
the rental payments of the Company are guaranteed by Carrols on an unsecured basis or where Carrols was the primary lessee at the time of the sale-leaseback
transaction. The assets (land and
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FIESTA RESTAURANT GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(In thousands except share and per share amounts)

(Information as of March 31, 2011 and for the three months ended
March 31, 2011 and 2010 is Unaudited)

 
building) subject to these obligations remain on the Company’s consolidated balance sheet at their historical costs and such assets (excluding land) continue to be
depreciated over their remaining useful lives. The proceeds received by the Company from these transactions are recorded as lease financing obligations and the
lease payments are applied as payments of principal and interest. The selection of the interest rate on lease financing obligations is evaluated at inception of the
lease based on Carrols’ incremental borrowing rate adjusted to the rate required to prevent recognition of a non-cash loss or negative amortization of the
obligation through the end of the primary lease term.

Revenue Recognition.    Revenues from the Company’s owned and operated restaurants are recognized when payment is tendered at the time of sale.
Franchise royalty revenues are based on a percent of gross sales and are recorded as income when earned.

Income Taxes.    The Company’s taxable income has historically been included in the consolidated U.S. federal income tax return of Carrols and in income
tax returns filed by Carrols with certain state taxing jurisdictions. The Company’s income tax liability has been computed and presented in these consolidated
financial statements as if it were a separate taxpaying entity for the periods presented.

Deferred income tax assets and liabilities are based on the difference between the financial statement and tax bases of assets and liabilities as measured by
the tax rates that are anticipated to be in effect when those differences reverse. The deferred tax provision generally represents the net change in deferred tax
assets and liabilities during the period. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in the results of operations in the
period that includes the enactment date. A valuation allowance is established when it is necessary to reduce deferred tax assets to amounts for which realization is
more likely than not. The Company recognizes the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be
sustained on examination by the taxing authorities, based on the technical merits of the position.

Advertising Costs.    All advertising costs are expensed as incurred.

Cost of Sales.    The Company includes the cost of food, beverage and paper, net of any discounts, in cost of sales.

Pre-opening Costs.    The Company’s pre-opening costs are expensed as incurred and generally include payroll costs associated with opening the new
restaurant, rent and promotional costs.

Insurance.    The Company is insured for workers’ compensation, general liability and medical insurance claims under policies covering both Carrols and
the Company. All claims are paid, subject to stop-loss limitations both for individual claims and claims in the aggregate. Losses are accrued based upon estimates
of the aggregate liability for claims based on the Company’s experience and certain actuarial methods used to measure such estimates. The Company does not
discount any of its self-insurance obligations.

Fair Value of Financial Instruments.    Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants on the measurement date. In determining fair value, the accounting standards establish a three level hierarchy for inputs
used in measuring fair value as follows: Level 1 inputs are quoted prices in active markets for identical assets or liabilities; Level 2 inputs are observable for the
asset or liability, either directly or indirectly, including quoted prices in active markets for similar assets or liabilities; and Level 3 inputs are
 

F-10



FIESTA RESTAURANT GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(In thousands except share and per share amounts)

(Information as of March 31, 2011 and for the three months ended
March 31, 2011 and 2010 is Unaudited)

 
unobservable and reflect our own assumptions. The following methods were used to estimate the fair value of each class of financial instruments for which it is
practicable to estimate the fair value:
 

 
•  Current Assets and Liabilities.    The carrying value of cash and cash equivalents and accrued liabilities approximates fair value because of the short

maturity of those instruments.

See Note 4 for discussion of the fair value measurement of non-financial assets.

Gift cards.    The Company sells gift cards to its customers in its restaurants and through select third parties. The Company recognizes revenue from gift
cards upon redemption by the customer. The gift cards have no stated expiration dates and are subject to escheatment rights in certain states.

Subsequent Events.    The Company reviewed and evaluated subsequent events through July 19, 2011, the issuance date of the Company’s financial
statements.

Recent Accounting Pronouncements.    There are currently no recent accounting pronouncements which had or are expected to have a material impact on
the Company’s consolidated financial statements as of the date of this report.
 
2. Property and Equipment

Property and equipment as of the dates specified consisted of the following:
 

   December 31,   March 31,  

   2009   2010   2011  

         (unaudited) 
Land   $ 66,578   $ 70,704   $ 70,914  
Buildings    65,217    68,264    68,487  
Leasehold improvements    95,601    100,215    99,982  
Equipment    100,344    106,872    108,082  
Assets subject to capital leases    1,134    1,151    1,151  

    
 

   
 

   
 

   328,874    347,206    348,616  
Less accumulated depreciation and amortization    (123,985)   (144,794)   (147,325) 

    
 

   
 

   
 

  $ 204,889   $ 202,412   $ 201,291  
    

 
   

 
   

 

Assets subject to capital leases primarily pertain to buildings leased for certain restaurant locations and certain office equipment and had accumulated
amortization at December 31, 2009 and 2010 and March 31, 2011 of $294, $296 and $315, respectively. At December 31, 2009 and 2010 and March 31, 2011,
land of $52,961, $55,641 and $55,641, respectively, and buildings of $52,063, $55,389 and $55,389 respectively, were subject to lease financing obligations
accounted for under the lease financing method. Accumulated depreciation pertaining to buildings subject to lease financing obligations at December 31, 2009
and 2010 and March 31, 2011 was $18,915, $21,537 and $22,095, respectively.

Depreciation expense for all property and equipment for the years ended December 31, 2008, 2009 and 2010 was $18,033, $19,543 and $18,962,
respectively, and for the three months ended March 31, 2010 and 2011 was $4,741 and $4,752, respectively.
 

F-11



FIESTA RESTAURANT GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(In thousands except share and per share amounts)

(Information as of March 31, 2011 and for the three months ended
March 31, 2011 and 2010 is Unaudited)

 
3. Goodwill

Goodwill.    On July 9, 1998, Carrols consummated the purchase of Pollo Tropical for a cash purchase price of $96.6 million. On December 19, 2000,
Carrols acquired Taco Cabana for $154.7 million, which included the purchase of outstanding common shares, employee stock options and the assumption of
Taco Cabana’s outstanding debt, which was approximately $43 million. The excess purchase price over net assets acquired, or goodwill, by Carrols for Pollo
Tropical was approximately $64.0 million and for Taco Cabana was approximately $70.5 million. Such goodwill was amortized prior to January 1, 2002. All
assets and liabilities acquired, including initial goodwill amounts, were recorded in the Company’s consolidated balance sheet.

The Company is required to review goodwill for impairment annually or more frequently when events and circumstances indicate that the carrying amount
may be impaired. If the determined fair value of goodwill is less than the related carrying amount, an impairment loss is recognized. The Company performs its
annual impairment assessment as of December 31 and has determined its reporting units to be at the brand level for Pollo Tropical and Taco Cabana. There have
been no impairment charges related to goodwill.

In performing its goodwill impairment test, the Company compared the net book values of its reporting units to their estimated fair values, the latter
determined by employing a combination of a discounted cash flow analysis and a market-based approach. The results of the discounted cash flow analyses were
corroborated with other value indicators where available, such as comparable company earnings multiples.

There have been no changes in goodwill and no goodwill impairment losses for the years ended December 31, 2008, 2009 and 2010 and for the three
months ended March 31, 2011. Goodwill is summarized below:
 

   

Pollo
Tropical    

Taco
Cabana    Total  

Balance, December 31, 2009 and 2010 and March 31, 2011   $     56,307    $     67,177    $     123,484  
    

 
    

 
    

 

 
4. Impairment of Long-Lived Assets and Other Lease Charges

The Company reviews its long-lived assets, principally property and equipment, for impairment at the restaurant level. If an indicator of impairment exists
for any of its assets, an estimate of undiscounted future cash flows over the life of the primary asset for each restaurant is compared to that long-lived asset’s
carrying value. If the carrying value is greater than the undiscounted cash flow, the Company then determines the fair value of the asset and if an asset is
determined to be impaired, the loss is measured by the excess of the carrying amount of the asset over its fair value plus any lease liabilities to be incurred for
non-operating restaurants, net of any estimated sublease recoveries.

The Company determined the fair value of the impaired long-lived assets at the restaurant level based on current economic conditions and historical
experience. These fair value asset measurements rely on significant unobservable inputs and are considered Level 3 in the fair value hierarchy. The non-financial
assets measured at fair value associated with impairment charges recorded in 2010 totaled $1.2 million at December 31, 2010. They consist of restaurant
equipment, which will be used in other Company restaurants with its value determined based upon the Company’s experience of amounts utilized from prior
restaurant closures, and an owned restaurant property valued based on recent property sales in that restaurant’s trade area.
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Impairment and other lease charges recorded on long-lived assets for the Company’s segments were as follows:

 

   Year ended December 31,    

Three months ended
March 31,  

   2008    2009    2010    2010    2011  

               (unaudited)  
Pollo Tropical   $    3,181    $    2,152    $    4,671    $ 52    $ 272  
Taco Cabana    2,190     132     1,943     196     (8) 

    
 

    
 

    
 

    
 

    
 

  $ 5,371    $ 2,284    $ 6,614    $     248    $     264  
    

 
    

 
    

 
    

 
    

 

During 2010, the Company recorded impairment and other lease charges of $6.6 million which included $3.2 million for three underperforming Pollo
Tropical restaurants, $0.7 million to reduce the fair market value of a previously impaired Pollo Tropical restaurant and $0.7 million in other lease charges for
non-operating Pollo Tropical properties which principally consisted of future minimum lease payments and related ancillary costs from the date of the restaurant
closures to the end of the remaining lease term, net of $0.7 million of estimated cost recoveries from subletting the properties. In addition, the Company recorded
charges of $1.1 million for an underperforming Taco Cabana restaurant, $0.3 million to reduce the fair market value of a previously impaired Taco Cabana
restaurant and $0.5 million in charges for non-operating Taco Cabana restaurant properties which principally consisted of a reduction in estimated cost recoveries
from subletting the properties through the end of the remaining lease term.

The Company closed one Pollo Tropical restaurant in 2009 whose fixed assets were impaired in 2008, and recorded a charge of $0.3 million in 2009 which
principally consisted of future minimum lease payments and related ancillary costs from the date of the restaurant closure to the end of the remaining lease term.
During 2009, the Company also recorded fixed asset impairment charges of $1.9 million associated with an underperforming Pollo Tropical restaurant.

During 2008, the Company closed two Taco Cabana restaurants and recorded a charge of $2.2 million, including a fixed asset impairment charge of $1.7
million and other lease charges of $0.5 million which principally consisted of future minimum lease payments and related ancillary costs from the date of the
restaurant closure to the end of the remaining lease term, net of any estimated cost recoveries from subletting the properties. In 2008, the Company also recorded
a fixed asset impairment charge of $3.1 million associated with three underperforming Pollo Tropical restaurants, one of which was subsequently closed in 2009
as noted above.
 
5. Other Liabilities, Long-Term

Other liabilities, long-term, consist of the following:
 

   December 31,    March  31,
2011     2009    2010    

           (unaudited) 
Accrued occupancy costs   $    5,864    $    6,865    $     6,790  
Accrued workers’ compensation costs    1,417     1,480     1,696  
Deferred compensation    387     673     578  
Other    651     832     819  

    
 

    
 

    
 

  $ 8,319    $ 9,850    $ 9,883  
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Accrued occupancy costs include obligations pertaining to closed restaurant locations, contingent rent and accruals to expense operating lease rental

payments on a straight-line basis over the lease term.

The following table presents the activity in the reserve for closed locations, included in accrued occupancy costs, for the years ended December 31, 2009
and 2010 and the three months ended March 31, 2011:
 

   December 31,   March 31,  

   2009   2010   2011  

         (unaudited) 
Balance, beginning of period   $    1,050   $ 862   $     1,665  

Changes in estimates of accrued costs    276    1,279    265  
Payments, net    (475)   (632)   (257) 
Other adjustments    11    156    34  

    
 

   
 

   
 

Balance, end of period   $ 862   $    1,665   $ 1,707  
    

 
   

 
   

 

 
6. Leases

The Company utilizes land and buildings in its operations under various lease agreements. The Company does not consider any one of these individual
leases material to the Company’s operations. Initial lease terms are generally for twenty years and, in many cases, provide for renewal options and in most cases
rent escalations. Certain leases require contingent rent, determined as a percentage of sales as defined by the terms of the applicable lease agreement. For most
locations, the Company is obligated for occupancy related costs including payment of property taxes, insurance and utilities.

During the year ended December 31, 2010, the Company sold two restaurant properties in sale-leaseback transactions for net proceeds of $3,363. These
leases have been classified as operating leases and generally contain a twenty-year initial term plus renewal options. There were no qualified sale-leaseback
transactions for the years ended December 31, 2009 and 2008.

Deferred gains on sale-leaseback transactions of $103 were recognized during the year ended December 31, 2010 and are being amortized over the term of
the related leases. The amortization of deferred gains on sale-leaseback transactions was $323, $104 and $259 for the years ended December 31, 2008, 2009 and
2010, respectively.
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Minimum rent commitments due under capital and non-cancelable operating leases at December 31, 2010 were as follows:

 

Years Ending December 31,   Capital   Operating  
2011   $ 142   $ 16,662  
2012    143    16,053  
2013    139    15,460  
2014    132    14,658  
2015    120    14,134  
Thereafter    1,182    105,979  

    
 

   
 

Total minimum lease payments    1,858   $     182,946  
     

 

Less amount representing interest    (794)  
    

 
 

Total obligations under capital leases    1,064   
Less current portion    (56)  

    
 

 

Long-term debt under capital leases   $     1,008   
    

 
 

Total rent expense on operating leases, including contingent rentals, was as follows:
 
   Year ended December 31,  

   2008    2009    2010  
Minimum rent on real property   $     16,785    $     17,346    $     16,534  
Additional rent based on percentage of sales    183     91     86  

    
 

    
 

    
 

Restaurant rent expense    16,968     17,437     16,620  
Administrative and equipment rent    1,130     1,036     763  

    
 

    
 

    
 

  $     18,098    $     18,473    $     17,383  
    

 
    

 
    

 

 
7. Due to Parent Company

The Company regularly engages in transactions with Carrols to fulfill its obligations and to fund expenditures made by Carrols on behalf of the Company.
The balance due to Parent Company reflects the amounts funded by Carrols for its acquisitions of Pollo Tropical and Taco Cabana reduced by the net cash flows
remitted by the Company to Carrols since that time. Amounts due to Parent Company also include certain allocated administrative and corporate costs incurred by
Carrols, interest expense on the amount due to Parent Company and income taxes payable. Historically, funding required by the Company to cover its cash needs
has been provided directly by Carrols which has secured all third-party financing. The Company and its operating subsidiaries are guarantors of such debt and are
subject to certain restrictions including the ability to incur additional debt, incur liens, sell or acquire assets or businesses, pay dividends and make certain
investments. Pollo Operations Inc. and Taco Cabana, Inc. each have an intercompany loan agreement with Carrols. Due to Parent Company has been classified as
a long-term liability on the accompanying consolidated balance sheets as there are no specified principal payments required under these agreements and Carrols
has no intention to demand principal payments during fiscal 2011.

Interest expense has been allocated to the Company based the amount due to Parent Company during the year and the weighted average interest rate in
effect for the period for Carrols on its long-term debt
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obligations, excluding lease financing obligations. The weighted average interest rate used for the allocation of interest to the Company for the years ended
December 31, 2008, 2009 and 2010 was 6.9%, 5.9% and 6.1%, respectively, and for the three months ended March 31, 2010 and 2011 was 5.9% and 6.2%,
respectfully. Interest expense on the amount due to Parent Company was $11,748, $9,625 and $8,825 for the years ended December 31, 2008, 2009 and 2010,
respectively, and for the three months ended March 31, 2010 and 2011 was $2,223 and $1,997, respectfully. Management believes the allocation basis for interest
expense is reasonable based on the historical financing needs of the Company. However, such estimates are not necessarily representative of the costs in the future
or if the Company had been a standalone entity during the periods presented.

Allocated Expenses.    The Company was allocated Carrols’ corporate expenses based on estimates and a pro-rata percentage of Pollo Tropical and Taco
Cabana revenues, number of restaurants or number of employees. General corporate administrative expenses include centralized corporate functions provided by
Carrols including finance, legal, accounting, internal audit, human resources, information technology and certain other functions. During the years ended
December 31, 2008, 2009 and 2010, the Company was allocated $10.1 million, $10.4 million and $10.1 million, respectively, of general corporate administrative
expenses and stock-based compensation which have been included in general and administrative expenses on the accompanying consolidated statements of
operations. The allocated administrative expenses were as follows:
 

   Years ended December 31,    

Three months ended
March 31,  

   2008    2009    2010        2010           2011     

               (unaudited)  
Allocated financial services   $ 2,078    $ 1,984    $ 2,020    $ 569    $ 680  
Allocated information systems services    2,721     2,317     2,695     637     502  
Allocated corporate expenses and other shared services    4,357     5,455     4,408     1,079     1,442  
Allocated stock-based compensation    970     669     974     227     383  

    
 

    
 

    
 

    
 

    
 

  $     10,126    $     10,425    $     10,097    $     2,512    $     3,007  
    

 
    

 
    

 
    

 
    

 

As discussed in Note 1, the Company believes the assumptions and methodologies underlying the allocation of general corporate administrative expenses
and stock-based compensation are reasonable. However, such expenses may not be indicative of the actual expenses that would have been or could be incurred by
the Company if it was to operate as a standalone company. As such, the financial information herein may not necessarily reflect the consolidated financial
position, results of operations, and cash flows of the Company in the future or if the Company had been a standalone entity during the periods presented.
 
8. Lease Financing Obligations

The Company entered into sale-leaseback transactions in various years that did not qualify for sale-leaseback accounting due to certain forms of continuing
involvement and, as a result, the leases were classified as financing transactions in both the Carrols consolidated financial statements and the Company’s
consolidated financial statements. At December 31, 2009 and 2010 and March 31, 2011, the balance of these lease financing obligations was $8,811, $8,871 and
$8,870, respectively.

In addition, for certain of the Company’s sale-leaseback transactions, Carrols has guaranteed the lease payments on an unsecured basis or is the primary
lessee on the leases associated with certain of the
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Company’s sale-leaseback transactions. In the Company’s consolidated financial statements, ASC 840-40-25-16 “Sale-Leaseback Transactions”, requires the
Company to classify these leases as lease financing transactions because the guarantee from a related party constitutes continuing involvement and causes the sale
to not qualify for sale-leaseback accounting. The accompanying consolidated balance sheets include lease financing obligations associated with these transactions
of $107,840, $114,104 and $114,115 at December 31, 2009 and 2010 and March 31, 2011, respectively.

Under the financing method, the assets remain on the consolidated balance sheet and the proceeds received by the Company from these transactions are
recorded as a lease financing liability. Payments under these leases are applied as payments of imputed interest and deemed principal on the underlying financing
obligations.

These leases generally provide for an initial term of 20 years plus renewal options. The rent payable under such leases includes a minimum rent provision
and in some cases, includes rent based on a percentage of sales. These leases also require payment of property taxes, insurance and utilities.

At December 31, 2010, payments required on all lease financing obligations were as follows:
 

2011   $ 10,869  
2012    10,879  
2013    10,933  
2014    10,972  
2015    11,041  
Thereafter, through 2030    201,724  

    
 

Total minimum lease payments    256,418  
Less: Interest implicit in obligations    (133,443) 

    
 

Total lease financing obligations   $     122,975  
    

 

The interest rates on lease financing obligations ranged from 7.1% to 10.8% at December 31, 2010 and March 31, 2011. Interest expense on lease financing
obligations totaled $9,988, $10,610 and $10,939 for the years ended December 31, 2008, 2009 and 2010, respectively, and $2,712 and $2,815 for the three
months ended March 31, 2010 and 2011, respectively.
 
9. Other Income

In 2008, the Company recorded gains of $0.6 million, which included $0.1 million related to the sale of a Taco Cabana property and $0.5 million related to
an insurance recovery for damages to a Taco Cabana restaurant property in Galveston, Texas during Hurricane Ike.

During 2009, the Company recorded gains of $0.8 million which included a gain of $0.6 million related to an insurance recovery for damages to Taco
Cabana restaurants associated with Hurricane Ike and $0.2 million related to the sale of a non-operating Taco Cabana property.
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10. Income Taxes

The Company’s taxable income has historically been included in the consolidated U.S. federal income tax return of Carrols and in income tax returns filed
by Carrols with certain state taxing jurisdictions. The Company’s income tax provision has been computed and presented in these consolidated financial
statements as if it were a separate taxpaying entity and was comprised of the following for the years ended December 31:
 

   Year ended December 31,  

   2008   2009   2010  
Current:     

Federal   $ (229)  $4,107   $ 5,095  
Foreign    294    310    256  
State    632    1,189    1,363  

    
 

   
 

   
 

   697    5,606    6,714  
    

 
   

 
   

 

Deferred (prepaid):     
Federal    397    (319)   (2,608) 
State    (41)   (324)   (328) 

    
 

   
 

   
 

   356    (643)   (2,936) 
    

 
   

 
   

 

Valuation allowance    50    82    (14) 
    

 
   

 
   

 

  $1,103   $5,045   $ 3,764  
    

 
   

 
   

 

The provision for income taxes was comprised of the following for the three months ended March 31:
 

   

Three months
ended March 31,  

   2010   2011  
Current   $1,498   $2,569  
Deferred    (315)   (293) 

    
 

   
 

  $1,183   $2,276  
    

 
   

 

The provision for income taxes for the three months ended March 31, 2010 was derived using an estimated annual effective income tax rate for 2010 of
37.7%, which excludes any discrete tax adjustments. Discrete tax adjustments increased the provision for income taxes by $7 in the three months ended
March 31, 2010.

The provision for income taxes for the three months ended March 31, 2011 was derived using an estimated annual effective income tax rate for 2011 of
38.7%, which excludes any discrete tax adjustments. Discrete tax adjustments increased the provision for income taxes by $11 in the three months ended
March 31, 2011.
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting

purposes and the amount used for income tax purposes. The components of deferred income tax assets and liabilities at December 31, 2009 and 2010 were as
follows:
 

   December 31,  

   2009   2010  
Current deferred income tax assets:    

Inventory and other reserves   $ 10   $ 23  
Accrued vacation benefits    1,193    1,245  
Other accruals    744    1,032  

    
 

   
 

Current deferred income tax assets    1,947    2,300  
    

 
   

 

Long term deferred income tax assets (liabilities):    
Deferred income on sale-leaseback of certain real estate    7,296    6,821  
Lease financing obligations    758    843  
Lease financing obligations — guaranteed by parent    3,352    4,540  
Property and equipment depreciation    (2,976)   (2,213) 
Amortization of other intangibles, net    (2,880)   (2,891) 
Occupancy costs    2,754    3,464  
Tax credit carryforwards    563    549  
Other    180    527  

    
 

   
 

Long-term net deferred income tax assets    9,047    11,640  
Less: Valuation allowance    (563)   (549) 

    
 

   
 

Total long-term deferred income tax assets    8,484    11,091  
    

 
   

 

Carrying value of net deferred income tax assets   $     10,431   $     13,391  
    

 
   

 

The Company’s state net operating loss carryforwards expire in varying amounts through 2030.

The Company establishes a valuation allowance to reduce the carrying amount of deferred income tax assets when it is more likely than not that it will not
realize some portion or all of the tax benefit of its deferred tax assets. The Company evaluates whether its deferred income tax assets are probable of realization
on a quarterly basis. In performing this analysis, the Company considers all available evidence including historical operating results, the estimated timing of
future reversals of existing taxable temporary differences and estimated future taxable income exclusive of reversing temporary differences and carryforwards. At
December 31, 2009 and 2010, the Company had a valuation allowance of $563 and $549, respectively, against net deferred income tax assets due primarily to
foreign income tax credit carryforwards where it was determined more likely than not that the deferred income tax asset amounts would not be realized. The
estimation of future taxable income for federal and state purposes and the Company’s ability to realize deferred income tax assets can significantly change based
on future events and operating results. Thus, recorded valuation allowances may be subject to future changes that could be material.
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The Company’s effective tax rate was 45.3%, 37.6% and 34.8% for the years ended December 31, 2008, 2009 and 2010, respectively. A reconciliation of

the statutory federal income tax provision to the effective tax provision for the years ended December 31, 2008, 2009 and 2010 was as follows:
 

   2008   2009   2010  
Statutory federal income tax provision   $ 852   $ 4,694   $ 3,782  
State income taxes, net of federal benefit    384    562    673  
Change in valuation allowance    50    82    (14) 
Non-deductible expenses    66    54    47  
Foreign taxes    294    310    256  
Employment tax credits    (338)   (371)   (510) 
Foreign tax credits    (244)   (248)   (205) 
Miscellaneous    39    (38)   (265) 

    
 

   
 

   
 

  $     1,103   $     5,045   $     3,764  
    

 
   

 
   

 

The Company’s policy is to recognize interest and/or penalties related to uncertain tax positions in income tax expense. At December 31, 2009 and 2010,
the Company had no unrecognized tax benefits and no accrued interest related to uncertain tax positions. The tax years 2007—2010 remain open to examination
by the major taxing jurisdictions to which the Company is subject. Although it is not reasonably possible to estimate the amount by which unrecognized tax
benefits may increase within the next twelve months due to uncertainties regarding the timing of examinations, the Company does not expect unrecognized tax
benefits to significantly change in the next twelve months.
 
11. Business Segment Information

The Company is engaged in the quick-casual restaurant industry, with two restaurant concepts: Pollo Tropical and Taco Cabana. Pollo Tropical is a quick-
casual restaurant brand offering tropical and Caribbean inspired menu items, featuring grilled chicken marinated in a proprietary blend of tropical fruit juices and
spices. Taco Cabana is a quick-casual restaurant brand featuring fresh Tex-Mex and traditional Mexican style food, including sizzling fajitas, quesadillas and
other Tex-Mex dishes.

The accounting policies of each segment are the same as those described in the summary of significant accounting policies. The following table includes
Adjusted Segment EBITDA which is the measure of segment profit or loss reported to the chief operating decision maker for purposes of allocating resources to
the segments and assessing their performance. Adjusted Segment EBITDA is defined as earnings attributable to the applicable segment before interest, income
taxes, depreciation and amortization, impairment and other lease charges, stock-based compensation expense and other income and expense.
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Pollo
Tropical    

Taco
Cabana    Consolidated  

Three months ended March 31, 2011 (unaudited):       
Revenues   $ 52,235    $ 63,381    $ 115,616  
Cost of sales    17,149     19,195     36,344  
Restaurant wages and related expenses(1)    12,308     19,354     31,662  
General and administrative expense(2)    4,090     4,800     8,890  
Depreciation and amortization    2,203     2,594     4,797  
Adjusted Segment EBITDA    9,870     6,342    
Capital expenditures    1,267     3,858     5,125  

Three months ended March 31, 2010 (unaudited):       
Revenues   $ 45,493    $ 62,032    $ 107,525  
Cost of sales    14,693     18,555     33,248  
Restaurant wages and related expenses(1)    11,592     19,355     30,947  
General and administrative expense(2)    3,914     4,174     8,088  
Depreciation and amortization    2,202     2,572     4,774  
Adjusted Segment EBITDA    6,648     6,730    
Capital expenditures    820     1,301     2,121  

Year ended December 31, 2010:       
Revenues   $     187,293    $     251,778    $     439,071  
Cost of sales    60,045     75,191     135,236  
Restaurant wages and related expenses(1)    45,890     76,629     122,519  
General and administrative expense(2)    16,447     16,418     32,865  
Depreciation and amortization    9,049     10,026     19,075  
Adjusted Segment EBITDA    30,062     27,334    
Capital expenditures    9,981     13,417     23,398  

Year ended December 31, 2009:       
Revenues   $ 177,840    $ 254,280    $ 432,120  
Cost of sales    58,287     73,783     132,070  
Restaurant wages and related expenses(1)    43,999     76,106     120,105  
General and administrative expense(2)    14,994     17,154     32,148  
Depreciation and amortization    9,170     10,506     19,676  
Adjusted Segment EBITDA    25,322     30,452    
Capital expenditures    4,950     11,177     16,127  

Year ended December 31, 2008:       
Revenues   $     175,124    $     249,654    $     424,778  
Cost of sales    57,852     76,389     134,241  
Restaurant wages and related expenses(1)    43,560     72,510     116,070  
General and administrative expense(2)    15,339     17,677     33,016  
Depreciation and amortization    9,006     9,227     18,233  
Adjusted Segment EBITDA    22,765     25,653    
Capital expenditures    19,353     24,819     44,172  
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Pollo
Tropical    

Taco
Cabana    Consolidated 

Identifiable assets       
At March 31, 2011 (unaudited)   $158,409    $199,667    $ 358,076  
At December 31, 2010    158,627     199,259     357,886  
At December 31, 2009    160,593     199,532     360,125  
 
(1) Such amounts include stock-based compensation expense allocated to each segment.
 

(2) Such amounts include general and administrative expenses related directly to each segment as well as allocated expenses associated with administrative
support provided by Carrols including executive management, information systems, legal and accounting services, stock-based compensation expense and
certain other administrative functions. See Note 7 for additional information.

A reconciliation of Adjusted Segment EBITDA to consolidated net income follows:
 

   Year ended December 31,    

Three months ended
March 31,  

   2008   2009   2010        2010           2011     

             (Unaudited)  
Adjusted Segment EBITDA:         

Pollo Tropical   $     22,765   $     25,322   $     30,062    $     6,648    $     9,870  
Taco Cabana    25,653    30,452    27,334     6,730     6,342  

Less:         
Depreciation and amortization    18,233    19,676    19,075     4,774     4,797  
Impairment and other lease charges    5,371    2,284    6,614     248     264  
Interest expense    21,898    20,447    19,898     4,967     4,845  
Provision for income taxes    1,103    5,045    3,764     1,183     2,276  
Stock-based compensation    1,063    757    1,002     235     416  
Other income    (580)   (799)   —     —     —  

    
 

   
 

   
 

    
 

    
 

Net income   $ 1,330   $ 8,364   $ 7,043    $ 1,971    $ 3,614  
    

 
   

 
   

 
    

 
    

 

 
12. Commitments and Contingencies

The Company is a party to various litigation matters incidental to the conduct of business. The Company does not believe that the outcome of any of these
matters will have a material adverse effect on its consolidated financial statements.
 
13. Retirement Plans

Carrols offers the Company’s salaried employees the option to participate in the Carrols Corporation Retirement Savings Plan (the “Retirement Plan”). The
Retirement Plan includes a savings option pursuant to section 401(k) of the Internal Revenue Code in addition to a post-tax savings option. Carrols may elect to
contribute to the Retirement Plan on an annual basis. Carrols’s contribution is equal to 50% of the employee’s contribution to a maximum Carrols contribution of
$520 annually for any plan year that Carrols participates in an employee match. Under the Retirement Plan, Carrols contributions begin to vest after one year and
fully vest after five years of service. A year of service is defined as a plan year during which an
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employee completes at least 1,000 hours of service. Participating employees may contribute up to 50% of their salary annually to either of the savings options,
subject to other limitations. The employees have various investment options available under a trust established by the Retirement Plan. Annual contributions
made by Carrols to the Retirement Plan for the Company’s employees were $127, $119 and $117 for the years ended December 31, 2010, 2009 and 2008,
respectively.

Carrols also has an Amended and Restated Deferred Compensation Plan which permits employees not eligible to participate in the Retirement Plan because
they have been excluded as “highly compensated” employees (as so defined in the Retirement Plan) to voluntarily defer portions of their base salary and annual
bonus. All amounts deferred by the participants earn interest at 8% per annum. There is no Company matching on any portion of the funds. At March 31, 2011,
December 31, 2010 and December 31, 2009, a total of $578, $673 and $387, respectively, was deferred by the Company’s employees under the Retirement Plan,
including accrued interest.
 
14. Subsequent Event

The Company was incorporated in April 2011. On May 4, 2011, Carrols contributed all of the outstanding capital stock of Pollo Operations, Inc., Pollo
Franchise, Inc., and Taco Cabana Inc., to the Company in exchange for all of the outstanding capital stock of the Company and the Company became a wholly-
owned subsidiary of Carrols.
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